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HEALTH INSURANCE COSTS 


TRRHE RISING COST of medical care is pushing up 

health insurance premiums and putting the voluntary 
prepayment system to its severest test since initiation of 
Blue Cross hospitalization plans a quarter-century ago. 
Hospital operating expenses have been soaring, doctors’ 
fees have been mounting, and medical science has been 
developing a constantly expanding array of expensive drugs 
and costly diagnostic and treatment procedures. Caught 
in the middle, voluntary health insurance appears to be 
confronted with two undesirable alternatives: Either it 
must cut back its policy benefits in the face of a demand 
for more benefits, or it must raise its premiums and run 
the risk of pricing itself out of the market. 


With three-fourths of the population now able to depend 


on health insurance benefits to defray some portion of hos- 
pital or other medical expenses, the United States has ad- 
vanced a long way toward the goal of assuring everyone 
adequate medical attention when needed. If progress of 
the voluntary prepayment plans should be halted or re- 
versed, compulsory tax-supported health insurance no 
doubt would be revived as a political issue. 


The financial crisis facing health insurance has sparked 
a number of investigations by state, professional, and in- 
surance agencies to determine whether today’s heavy costs 
are in all respects unavoidable. Charges and counter- 
charges concerning cost-increasing factors range from. in- 
efficient hospital management to fee-padding by doctors. 
Airing of such complaints has heightened efforts by organ- 
ized medicine to guard against intrusion of “third-party 
medicine”! into areas considered the sole province of the 
medical profession. 


Issues raised by cost problems have been under discussion 
at a number of hearings conducted by state agencies to 


'The-term refers to any non-medical agency, such as an insurance company, a 
consumer group, or a government agency, which operates a medical service plan 
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determine whether rate increases for health insurance are 
justified. They will be thrashed vut again at a Washington 
conference, June 16-17, called by the American Labor 
Health Association.2. Such matters may be taken up also 
in a projected investigation of the insurance industry by 
the Senate Judiciary Committee’s antitrust subcommittee, 
headed by Sen. Estes Kefauver (D-Tenn.). 


Bic INCREASES IN THE Cost .oF HOSPITALIZATION 


The cost of medical care, which had remained fairly 
stable for a number of years before World War II, started 
climbing rapidly after the war and now has gone higher 
than any other item on the Consumer Price Index compiled 
by the Bureau of Labor Statistics. The medical care index 
reached 142.7 in April 1958 when the index as a whole 
stood at 123.5 (1947-49—100). 


The element in the medical care picture which has risen 
most spectacularly in cost is hospitalization. A Depart- 
ment of Labor study of cost changes during the 20-year 
period between 1936 and 1956 showed an over-all increase 
of 85 per cent in the cost of medical services. But hospital 
room crates jumped 265 -per cent. This compared with 
increases of 73 per cent in general practitioners’ fees and 
of 60 per cent in surgeons’ fees. 


Hospital costs have been increasing .6 per cent a year, 
on an average, and hospital authorities predict that this 
rate of increase will continue for at least another five years. 
A past president of the American Hospital Association said 
last November that “only the best efforts of administrators, 
medical staffs and all members of the hospital team” could 
keep future increases as low as 5 per cent a year, 


Daily per-patient costs of operating a general hospital 
in the United States now amount, on the average, to more 
than $25. Maryland hospitals, for example, report that 
their costs have risen from $14 a patient a day in 1948 -to 
$23.59 in 1956, and to $25.58 this year.5 Much of the in- 
crease represents a rise in payroll costs. But because hos- 
pital personnel are still paid less than comparable workers 

2 The American Labor Health Association was formed four years ago by officials of 


labor-sponsored medical plans to advise labor groups on health programs for their 
members. 


® Elizabeth A. Langford, “Medical Care‘in the Consumer Price Index, 1936-1956,” 
Monthly Labor Review, September 1957, p. 1053. 


*Ray E. Brown, quoted in Journal of American Medical Association, Nov. 23, 1957 


® Reginald H. Dabney, executive director of Blue Cross in Maryland, testimony be 
fore state insurances commissioner, May 19, 1958 
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in other institutions, the payroll item is expected to go on 
growing. A widespread need to install new and expensive 
equipment also will swell expenditures, 


Cost-of-living studies show that the upward trend in hos- 
pital room rates is closely reflected in group hospitalization 
premiums. Since 1951, when a figure for such premiums 
was made a component of the Consumer Price Index, it 
has risen more than 50 points. 


ivr Cross PETITIONS FOR PREMIUM INCREASES 

The sharp rise in hospital costs, combined with the ten- 
dency of many insured persons to-make liberal use of their 
benefits, has put many Blue Cross hospitalization plans in 
precarious financial condition. The Blue Cross organiza- 
tion contracts. with hospitals to reimburse them for services 
furnished to persons covered by the plans. The hospitals 
say they must have increased compensation or go into bank- 
ruptey. To meet demands of the hospitals, the Blue Cross 
has to dig into:reserves or increase charges to subscribers. 


Blue Cross groups in a number of states have gone to the 
state insurance-regulating departments seeking approval of 
higher premiums. Many increases have been allowed, al- 
though not usually in the full amount asked. The Pennsyl- 
vania insurance commissioner granted rate increases last 
month to Blue Cross groups in three metropolitan areas: 
Philadelphia, average increase of 40 per cent; Harrisburg, 
20 per cent; Pittsburgh, 161% per cent. 


The New Jersey Blue Cross, which had received its last 
previous rate hike in November 1956, was granted another 
over-all increase of 18.5 per cent in March.. The state in- 
surance commissioner acted affer the governing boards of 
two hospitals had threatened to cancel their contracts with 
Blue Cross. The new. rates added $10 million to the $50 
million paid annually in premiums by one million New 
Jersey subscribers. 


r 
. 


New York City’s Blue: Cross, which has seven million 
members, recently renewed a plea for a 40 per cent pre- 
mium increase. The state insurance superintendent had 
rejected the original petition last January. Although outgo 


"Speakers at the American Hospital Association annual convention in Atlantic 
City, N. J., Sept. 30-Oct. 1, 1967, said rates charged patients were atill too low to 
provide the desired standard of care. They blamed inadequate hospital income for 
“accidents and incidents due to understaffing and overstraining of personnel.” 
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Was exceeding income at that time, the group was ordered 
to use its “free surplus” (funds over.and above co&tingency 
reserves required by law) before coming back for authority 
to raise subscriber rates. 


The Maryland Blue Cross, now seeking a 20 per cent rate 
increase, presented testimony before the state insurance 
commissioner on May 19 to the effect that 9614 per cent of 
the money it took in from standard-rate subscribers was 
needed to pay their hospital bills; the group: would exhaust 
nearly 40 per cent of its 20-year accumulation of reserves 
this year unless more revenue was forthcoming. Blue Cross 
and Blue Shield plans in Virginia have asked rate increases 
of. 37 and 42 per cent, respectively. 


Repeated petitioning of state authorities for approval of 
premium increases has been widely regarded as a danger 
signal for voluntary health insurance. Officials of 230 
Michigan hospitals cooperating with the Blue Cross in that 
state recently reported that a 12 per cent rate increase 
granted last October barely. averted financial disaster; and 
the plan went into the red to the tune of $1,750,000 in the 
first quarter of 1958. Apparently a number of unemployed 
workers took advantage -of ‘lay-offs to undergo optional or 
delayable surgery. 


Some rate increases have been accompanied by increased 
benefits, but in most instances the benefit schedules have 
remained unchanged. The proposed rate increases in New 
York City would raise the premium cost of the standard 
hospitalization plan (21 days of hospitalization plus up te 
180 days at one-half of the hospital’s regular rate) under 


group contracts from $1.60 to $2.20 a month for an indi- 
vidual and from $4.36 to $6 a month for a family. 


RATE OUTLOOK FoR COMMERCIAL HEALTH PoLictes 

Difficulties besetting the non-profit Blue Cross plans are 
encountered to some extent also by commercial companies 
selling health insurance. Although commercial health in- 
surance is not as closely geared to the financial requirements 
of the hospitals, the rates imposed are nonetheless affected 
by hospital charges. 


A ‘top-ranking actuary with a large insurance company 
selling policies in the health field recently observed: 


I imagine that there are few companies that did not experience 
a marked increase in loss ratios [on health insurance] during 
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1957. This has been reflected in the frequency and. extent of up- 
ward ratings on renewals. The rate increases have varied from 
company to company, but appeared to be in the neighborhood of 
10 per cent to 20 per cent in the hospital expense area where the 
greatest effects of inflation occur and to a lesser extent in other 
areas like surgery.7 


Aggregate claims filed with many companies are said to be 
running to as much as or more than the total-of premium 
income for coverage of in-hospital medical services. Losses 
have been -attributed largely to “the inability of group 
actuaries adequately to evaluate the upward trend in med- 
ical care costs ... the lack of detailed records dictated by 
pressures for low operating expenses, and ... . essential 
difficulties of determining the -extent of liabilities. for un- 
closed claims and unreported claims.” 


Many insurance companies suffered losses because they 
agreed to make blanket reimbursement for various extra 
hospital services, and those costs rose even faster than hos- 
pital room and board charges. Realizing now that their 
premiums were set too low, “some companies have made 
sizeable increases in premiums for this coverage, with the 
premium increase running even as high as 40 per. cent.” 


Several large companies, reporting to a Society of Ac- 
tuaries meeting in Philadelphia in mid-April, said their 
claim experience had been unfavorable in a new and fast- 
growing form of group health insurance which covers major 
medical expenses. The trend-was attributed to “incorrect 
assumptions of some companies in developing premium 
rates.” Some of the companies had erroneously assumed 
that geographical differences in hospital room rates would 
be matched by differences in costs of in-hospital medical 
care. Some found they had been too generous in assigning 
credits to younger and lower-income members of group 
plans, where the incidence of maternity benefits was high. 
All evidence points to a future rise in premiums on com- 
mercial health insurance policies. 


TYPES AND COVERAGE OF HEALTH INSURANCE PLANS 


Three general types of health insurance are available to 
the public today: (1) Non-profit plans paying benefits for 
hospitalization (Blue Cross) or for surgery and (primarily 
in-hospital) medical care (Blue Shield); (2) policies sold 


7Donald D. Cody (vice-president and group actuary of New York Life Insurance 
Co.), “Cost. Trends and Loss Ratios,” Life Insurance Courant, April 1958, p. 58. 


* Reported in Kastern Underwriter, April 18, 1958, p. 3. 
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by commercial insurance companies; and (3) group health 
programs. The first type, which is dominated by hospital 
and medical professional organizations, offers subscribers 
specific: services, when needed, without additional charge. 
The Blue Cross, whose management boards usually consist 
largely of hospital officials, contracts with participating 
hospitals to provide certain services for which the plan 
reimburses the hospitals directly. The Blue Shield, admin- 
istered by local medical societies, reimburses surgeons and 
physicians, under a uniform schedule of fees, for specified 
services. performed for insured patients. 


The commercial companies sell all manner of grou, and 
individual policies, the premiums for which vary according 
to the benefits offered and the risks involved. These poli- 
cies usually pay specified amounts for a certain number of 
days of hospitalization and specified amounts for medical 
services of. various kinds. They may also include com- 
pensation for loss of pay due to illness or injury. . The 
characteristic feature of the commercial policy is that. it 
reimburses ‘the insured individual. for the cost (or part of 
the cost) of hospitalization or medical services, whereas the 
non-profit plans reimburse. the hospitals and doctors for 
services guaranteed to persons covered by the plans. 


The third. type of health insurance is usually operated 
exclusively by or for the particular group to be served, 
which may be a labor union, employees of a single company, 
a cooperative, or any other group which bands.together. to 
pool funds for medical care. These independent plans may 
establish their own medical facilities or contract with doc- 
tors and hospitals and- other medical agencies to furnish 
the desired services. 


Approximately 123 million persons are protected by 
health insurance of some kind. At the minimum, the in- 
sured are covered for a certain number of days of hospital 
room and board. Ninety million of the insured population 
have ‘surgical coverage as well. Commercial health insur- 
ance policies eover around 70. million persons, the Blue 
Cross approximately 50 million persons, and independent 
plans about 3 million. 


Commercial health insurance goes back many decades, 
but prepayment: of medical expenses had no mushroom 
growth until it gained the sanction of the medical pro- 
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fession. Blue Cross plans got under way after the Amer- 
ican Hospital Association had given its support. in 1933 
as a means of. assuring steady income for hospitals at a 
time when many faced bankruptcy. Blue Shield plans re- 
ceived a boost in 1938 when the American Medical Associ- 
ation approved voluntary health insurance, largely to ward 
off the threat of “socialized medicine.” In recent years the 
commercial companies have overtaken the: non-profit. plans 
by developing a greater variety of health policies. 


Although the commercial companies and the Blue Cros: 
ure competitors, they are united in opposition to compu! 
sory health insurance and hence are mutually interested in 
working to eliminate -practices which raise the cost of 
voluntary insuranee. Leaders in both fields constantly 
warn their fellows that unless unsatisfactory conditions are 
corrected, the voluntary plans will go under and govern- 
ment health insurance will take over. Recent developments 
in Canada have reinforced such apprehensions. Hospital 
insurance is to become a provincial government activity in 
Ontario on Jan. 1, 1959, when private insurers will be 
restricted to offering supplemental benefits. Similar action 
is looked for in the near future in most other Canadian 
provinces. 


Practices Contributing to High Costs 


THE BIG QUESTION in medical insurance today is 
whether it can cover virtually the whole. population. for 
benefits in demand without charging more than the public 
is willing to pay. All prepayment plans are simply risk- 
spreading devices; hence rates are necessarily adjusted to 
the total cost of services supplied. The total cost is af- 
fected not only by the cost per service, but also by number 
of services furnished. Hospital officials agree that ‘The 
real impact of hospital costs is not so much related to -per 
diem cost as to the incidence of subscriber utilization.” ® 


Over-utilization is one of a number of ‘hidden costs in 
health insurance which are now being tracked in an effort 
to hold insurance rates within reach of a mass market. 


"George Bughbee and Andrew Pattullo, “A Foundation Views Hospital Probleme,” 
Hospitals (Journal of the American Hospital Association), April 1, 1958, p. 39, 
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Others often cited include unnecessary operations, hospital 
“rest cures,” fee-padding and fee-splitting by medical men, 
and variouS wasteful practices in hospital administration. 
Concern over alleged abuses in héalth insurance, most of 
which are difficult to detect; have had the effect of heighten- 
ing tension between promoters of the various non-profit 
and commercial health plans. 


ALLEGED PADDING OF MEDICAL AND SURGICAL FEES 


A major difficulty in controlling fee-padding is that the 
insurance system. tends: to stabilize charges which doctors 
have traditionally varied in accordance with the income of 
the patient. Adjustment of the individual doctor to a fixed 
fee schedule has lagged behind the swift growth of health 
insurance. Many physicians have been inclined to regard 
the insurance benefit as a form of income to the patient, 
thus justifying a larger fee than would otherwise be asked. 
The extent to which doctors continue to pad charges to 
insured -patients is difficult to determine. An insurance 
official states: 

The skyrocket growth of voluntary health insurance would have 
been impossible without the doctors’ willingness to abide by a 
standardized fee schedule. The legal concept of a. “usual and 
reasonable” fee is simple recognition of the fact that the general 
public depends upon the medical profession to have some regular- 
ity and some dependability in its economic patterns.10 


A leading actuary recently recorded his belief that ‘‘There 
is a growing awareness among doctors ... that the insur- 
ance mechanism is. merely a method of spreading available 
dollars and should not be an influence in. fee making.” '! 
But a health insurance man has asserted that “Thus far 
we have failed to get across to enough American physicians 
the story of the existence and the effects of unnecessary 
charges, even flagrant abuses, that have risen in the field 
of voluntary health-.insurance.” !2. The official cited the fol- 
lowing actual cases in which low-income individuals insured 
for major medical expenses had been. billed unreasonably : 
A ¢laimant earning $250 a month was charged $1,500 for 
a gastrectomy; a $4,000-a-year claimant was charged 
$1,000 for excision of semilunar cartilage of the knee; a 


” Albert V. Whitehall (associate director of health insurance, Life Insurance Asso- 
ciation of America), American Journal of Paychiatry, December 1957, p. 503. 


' Donald D. Cody, “Cost Trends and Loss Ratios,” Life Insurance Courant, April 
1958, p. 58 


‘2 William J. McNamara (associate medical director of Industrial Health Service of 
Equitable Life Assurance Society of the United States), ‘“‘The Role of the Medical 
Director in Major Medical: Expense Insurance,” Journal of the American. Medical 
Association, Nov. 23, 1957, p. 1588. 
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heart patient had total charges of $2,100 during three 
weeks of hospitalization for diagnosis. 

So many variables go into the figuring of doctors’ fees 
that it is often difficult to determine what amount is reason- 
able. Specialists of high reputation naturally charge more 
than other doctors. Even more difficult to control than an 
inflated fee for a single service, such. as.a major operation, 
is an accumulation of charges for sundry medical services 
which add considerably to total liability under a health 
insurance plan. 


In the Blue Shield system, local doctors get fogether to 
determine fee schedules. The plans themselves usually 
provide cost-free service only to insured persons whose 
annual income is below a certain sum (often $4,000 for a 
single person and $6,000 or $7,500 for family income), 
while the doctor is permitted to charge a higher fee (with 
the patient paying the difference) to persons whose income 
is above the established figure. Doctors in the various 
specialties are apt to vie with one another for relative 
position on the fee schedule. Expectation that the sched- 
uled fee will become the fixed fee, as health insurance cov- 
erage spreads, tends to create pressure in the profession 
for relatively high charges. 

Dr. Philip D. Allen, retiring president of the New York 
County Medical Society, urged the medical profession ‘on 
May 26 to “accept fee schedules” and not-make increases 
when patients are covered by insurance. At the same time, 
he warned administrators of insurance plans that “if they 
insist on fee schedules which are: below what is just and 
equitable in a given community and try to get their medical 
care ‘wholesale,’ they will find they receive just what they 
pay for.” 


The medical journals frequently publish warnings that 
doctors who insist on unreasonably high scheduled fees, or 
who pad fees unreasonably over and above the scheduled 
figures, are working against their own interests. A typical 
admonition states: “Such a doctor is not only a disgrace 
to the profession but he is defeating the very purpose of 
voluntary health insurance, and he is playing into the hands 
of the socializers.” '* A Boston doctor has cautioned that 
the Blue Shield is “one of our few hopes for survival as a 
self-determining profession,” and that if the insurance pro- 


' Louis H. Bauer, “The Future of Blue Shield,” New York State Journal of Medi 
cine, Nov. 15, 1957, p. 3700. : 
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grams are “selfishly administered,” the voluntary system 
will collapse.'4| Members of the New York County Medical 
Society were called on by their outgoing president, May 25, 
to develop a. “peaceable and working relationship” with all 
types .of health insurance plans; he predicted that the 
average physician probably ‘would: ullimately receive: 90 
per cent of his income from such sources. 


NNECESSARY LLOSPITALIZATION; NEEDLESS SURGERY 

Closely related to the fee-padding question is the charge 
that some doctors send: patients to hospitals when they 
might be treated just as well at home or in the doctor's 
office. Where the insurance covers in-hospital medical serv- 
ices Only, it is sometimes. suspected that hospitalization is 
ordered chietly to assure the: doctor that he will collect 
his fee. 


Here again,.there are.many cases in which it is not eas: 
to determine whether hospitalization .was necessary or 
unnecessary. Physicians ‘testifying before the Maryland 
insurance commissioner, -May 20, on the. Blue Cross rate 
petition pointed out that patients often insist on hospital 
treatment in cases Where it is not essential. When asked 
whether this was not a breach of.contract, one doctor 
replied: “It’s his [the patient’s] contract, not mine.” An 
officer of the Baltimore Medical Society testified that out 
of 25 of his recently hospitalized patients, only 17 “truly 
needed” hospital care; a hospital internist said that of 
41 .patients he- had recently examined, nearly half could 
have been treated as well on the outside. 


Dr. Paul R. Hawley, director of the American College of 
Surgeons, has attributed growth of needless surgery to 
progress in surgical safety, which has allayed patients’ fear 
of operations, and to the relatively high financial return 
on-surgery compared with other medical services. Hawley 
estimated that 60 per cent of the appendectomies and pos- 
sibly one-third of the hysterectomies performed in the 
United States were unnecessary. He ascribed the needless 
operations either to the surgeon’s failure to use good judg- 
ment or to “just plain dishonesty.” 

Over-utilization of hospitals is hard to eliminate because 
doctors.in. many cases differ among themselves on the 

“De Charles H. Bradford, letter, New England Journal of Medicine, April 8, 1958, 
p. 717 


Newsweek, Aug. 5, 1957, pp. 88-92. 


Health Insurance Costs 


need for hospitalization. it may be a ¢onvenience rather 
than a necessity for welfare of the patient. Any attempt 
to curb hospitalization in doubtful cases might be assailed 
as inteference with the private practice of medicine. 


COMPLAINTS BY UNITED MINE WoRKERS ON ABUSES 

Over-utilization of hospitals and needless. surgery were 
key issues in the controversy that led recently to a break 
between the United Mine Workers health plan. and the 
professional medical organizations, including the American 
Medical Association. Negotiations between the plan and 
the medical societies. for control of abuses came to an end 
last: October when Dr. Warren F. Draper, éxecutive medical 
officer of the plan and also 2 member of the A.M.A. House 
of Delegates, cut hundreds of physicians off ‘the list of 
practitioners whose services would be accepted for com- 
pensation. Draper said the move was directed against 
doctors guilty of abuses which inflated costs of operating 
the plan, and that his action was taken after repeated 
appeals to the medical societies had failed to bring abou 
reforms. 


In an address before the New England Hospital Assem- 


bly in Boston, March °25, Draper cited figures to show 
reduction in rates of utilization in the. first four months 
after the purge. Hospital admissions dropped 32 per cent 
and surgical procedures in general were down 16.5 per cent. 
Gynecological operations fell off 75 per-.cent and appendec- 
tomies 59 per cent. Total expenditures for medical care 
declined 13 per cent. 


The A.M.A. House of Delegates had -condemned the 
U.M.W. purge of practitioners at a meeting in Philadelphia 
last Dec. 3-6. It asserted that the action appeared to be 
“part of a general plan to reduce the practice of medicine to 
a state of servility against the public interest.”. Dr. F. J. 1. 
Blasingame, A.M.A. general manager, charged on. April 1 
that medical care for the miners was being subordinated to 
union financial interests. He said actual abuses were found 
in “less than five per cent” of the cases handled, ‘and tha! 
medical societies in many instances had taken action against 
the doctors involved in eases where there was evidence of 
malpractice. 


The U.M.W. health plan operates in 45 states. - Some 
local medical societiés have denied membership to doctors 
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participating in the union program, or doctors have refused 
to participate in the plan as a protest against the list- 
cutting. The basic complaint is that the plan, by selecting 
practitioners, interferes with the right of a patient to a 
doctor of his cheice. 














Although union-operated health programs represent only 
a minute proportion of total health insurance coverage, 
there is growing dissatisfaction among: labor organizations 
with both the commercial and the Blue plans. © Union 
officials complain that these plans are operated primarily 
for the economic benefit of either the suppliers of medical 
service or.the insurance carriers, rather than for the wel- 
fare of the insured... An economic consultant to two major 
labor councils in New York City asserted at rate hearings 
before the state.superintendent of insurance on Nov. 18 
that “Commercial thinking and standards have begun to 
creep into Blue: Cross policy making.” 










CONCENTRATION OF PooR RISKS IN VOLUNTARY PLANS 





A. feud of smaller. proportions is being waged between 
medical groups supporting Blue programs and the purveyors 
of commercial insurance. Organized medicine sanctions 
commercial health insurance, but is on guard against any 
encroachment by insurance companies on the prerogatives 
of.the medical profession. The commercial companies are 
anxious. to keep the goodwill of the profession, but the cost 
pinch is compelling them to go into questions of fee-padding 
and over-utilization which are normally policed by the 
medical societies. 
























Insurance officials sometimes protest that doctors demand 
higher fees from patients insured by a commercial carrier 
than would be called for under the Blue Shield schedule. 
On the other hand, Blue Shield administrators complain 
that doctors insist on high fee. schedules in their plans, but 
will go along with reimbursement amounts allowed by: the 
insurance companies. While the medical groups show con- 
cern over fee-padding, especially when charges are directed 
against the Blue ‘plans, they sometimes resent fixing of 
reimbursement schedules by insurance companies as smack- 
ing of “third-party. medicine.” 


The health insurance industry sponsors local committees 
to foster amity between the industry and the profession, 
and most of the companies maintain medical directors who 
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serve as a bridge of communication between the two. The 
medical directors are expected to seek the cooperation of 
local doctors and their societies when abuses are suspected. 
“A tactful approach by an insurance company medical 
director, talking as physician to fellow physician, is more 
likely. to enlist cooperation from the. attending physician 
than is an approach, no matter how careful, by a non- 
medical representative of the company.” !* 


A frequent complaint against the commercial companies 
is that they tend to eliminate the poor risks by selection 
and by harsh cancellation practices, thus throwing on the 
non-profit plans the burden of insuring an undue proportion 
of the poor risks. “If... Blue Shield is put in a position 
where it must continually take in poor risks without at the 
same time balancing that intake with healthier persons, 
then Blue Shield rates must soar and eventually they. will 
rise so high that the persons who. need protection most 
will not be able. to pay for it.” '7 A Blue Shield official 
has observed, however, that “The profit motivation inevi- 
tably leads to competition for the profitable segments of 
the public.” '* 


Blue Cross in the last few years has begun to compete 


with commercial ‘companies in sale of policies covering 
groups made up of persons living in the territory of differ- 
ent Blue Cross organizations. Members of such groups, 
who may be employees of a company with plants in various 
parts of the country, are enrolled in the Blue Cross on a 
national rather than regional basis. 


Action to Cut Health Insurance Costs 


COST PROBLEMS in health insurance are leading to closer 
surveillance and less lenient regulation by state govern- 
mental agencies. The New -York insurance superintend- 
ent’s ruling of last January, which required the New York 
City Blue Cross to use its free surplus to meet current 
deficits, was a straw in the wind. The New York legisla- 


“William J. McNamara, “‘The Role of the Medical Director in Major Medics! 


Expense Insurance,” Journal of the American Medical Association. Nov. 23, 1957 
p. 1590. 


"Louis H. Bauer, “The Future of Blue Shield,” New York State Journal of 
Medicine, Nov. 15, 1957, p. 3701. 


‘James E. Bryan (administrator of New Jersey Blue Shield, 1950-55), “Birth of 
the Blues,”” Medical Times, December 1957, p. 1451. 
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Lure, recently adjourned, turned down a proposal by Gov. 
Averell jiarriman to lower legal reserve requirements.'” 


Much official scrutiny is being directed toward hospital 
management, which has remained relatively free of state 
regulation. The Pennsylvania insurance commissioner in 
April recommended appointment of a public commission 
to study hospital operations in that state with a view to 
proposing administrative changes and possibly legislative 
action to enforce them. Maryland’s insurance commis- 
sioner announced on April 4 that a commercial firm had 
been engaged to help with studies related to Blue Cross 
rate increase proposals. Aid of specialists was said to be 
needed not only to review rates charged subscribers, but 
also to. consider the contracts under which hospitals are 
reimbursed for services to subscribers. The commissioners 
in both Maryland and Pennsylvania sought opinions from 
the state attorneys general to confirm their authority to 
check on the operating costs of hospitals serving health 
insurance plans. 


The Indiana insurance commissioner recently expressed 
belief that a state agency should supervise hospital ac- 
counting systems and: review room rates to determine 
whether increases in charges were justified. “‘Some agency 
should have the right to review hospital accounting sys- 
tems in the same way that insurance companies are regu- 
lated.” 2° The commissioner said he would ask the legis- 
lature for new controls over hospitals, and that he might 
propose precise statutory definition of the benefits guaran- 
teed by state-approved hospital insurance rates. The 
Massachusetts commissioner of administration .-has recom- 
mended that the legislature set up a special committee to 
review all hospital charges. He said his division would 
give particular attention to the business management of 
hospitals to find out “whether they are being economically 
operated.” 2! 


Cost-CUTTING REFORM MOVES IN: PENNSYLVANIA 


When Pennsylvania’s insurance commissioner, Francis 
R. Smith, recently approved rate increases for three Blue 


” The question of how much money should be tied up in reserves is under debat 
in many places where Blue Cross rate hikes are in the offing. The 1957 report of the 
American Hospital Association recommended that its present standard for reserves 
5 per cent of the previous 12 months’ gross income (in addition to holdings sufficient 
to mect operating and hospital claim expenses for three months)—be reduced to 
3 per cent. . 

*” Alden C. Palmer, quoted in Hospitals, April 1, 1958, p. 89. 

21 Hospitals, April 1, 1958, p. 89. 
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Cross plans operating in the state, he issued sweeping 
orders for reforms in both health insurance and hospital 
management. Administrators. of Blue Cross plans were 
directed to take the following steps: 

. Study a program, currently under way at 


for cutting down unnecessary ho 
findings to member hospitals. 


\iientown he 
spitalization and distribu 
2. Notify member hospitals that the insurance commissioner will 
not approve, or will withdraw approval of, reimbursement formulas 
of hospitals which fail to adopt helpful features of the Allen- 
town program. 

8. Allocate sums from existing reserves to exercise constant 
viriinnce to see that member hospitals eliminate abuses in use 
of hospital care. 

1. Conduct further research into methods of eliminating ho 
piial-care abuses. 

Request assistance of county medical societies in reducing 
pitalization abuses and report to the commissioner at regular 
iervals on progress made. 

» Uxamine subseriber contracts in other: states to 
which contract features discourage unnecessary 
most effectively. 


determine 
hospitalization 


Establish coordinating committees to make continuing studies 
f means.of reducing use of hospitals. 
lake whatever other measures are 


necessary to cffect the 
desired reforms. 


Economies resulting from these and other cost-cutting ac- 
tivities were to be passed on to hospitalization plan sub- 
seribers,. 


A seven-point order by the Pennsylvania commissioner 
to the state’s hospitals, directed to reduction of. operating 
costs in those institutions, reflected current thinking in hos- 
pital circles on areas of possible economy. Variation of 
costs from hospital to hospital in a single geographical area, 
which results in varying reimbursement formulas, strongly 
suggests hidden waste or inefficiency in operation of some 
of the institutions. 


The Pennsylvania order specifically cited the following 
subjects for study with a view to future economies: uni- 
form accounting methods and practices; joint purchasing 
of drugs, pharmaceuticals and other necessaries; sharing 
of specialized equipment; standardization among hospitals 
of controllable costs; more effective use of beds, diagnostic 
and treatment facilities, and of professional institutional 
personnel. 
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The commissioner said: “If present attitudes regarding 
hospital care remain unchanged, if present methods of hos- 
pital administration are continued, -if present practices in 
the admission to hospitals of subscriber patients are not 
corrected, the Blue Cross plans will be applying year after 
year for additional rate increases ... [and] the basic ob- 
jective of Blue Cross will be defeated.” 


An important factor in hospital charges to Blue Cross is 
the degree to which the burden of hospital operation costs 
aside from patient care is borne by the plans. The Penn- 
sylvania commissioner ordered the three Blue Cross plans 
applying for rate. increases this year to eliminate from 
their payments to hospitals. any amounts reflecting the 
cost to the hospitals of maintaining nursing schools, carry- 
ing on medical research, adding to plant, or defraying the 
cost of free care, except insofar as the research or the 
nursing schools might contribute to actual services received 
by Blue Cross patients. 


The Pennsylvania commissioner’s order on hospital econ- 
omies closely followed recommendations put. forward by 
the executive director of the Hospital Council of Philadel- 
phia in a speech two years ago. before a meeting of the 
American Hospital Association. The Philadelphia official 
particularly stressed the value of uniform accounting and 
record-keeping in helping hospitals to appraise their 
methods and discover ways of effecting economies. “The 
information obtained through uniform records and reports, 
if properly applied, would in my opinion increase service 
at least five per cent in most hospitals without additional 
expense. In a 200-bed hospital, this would represent more 
than $50,000 annually. Nationally, the savings would ap- 
proach $300 million a year.” 2? 


Cost-REDUCING FEATURES OF NEW HEALTH PLANS 

Voluntary health insurance has come a long way since 
the first Blue Cross plans offered a few weeks of free hos- 
pital room and board in return for a premium payment of 
75c a month. A major factor that has pushed up insurance 
costs over the years has been the public demand for broader 
benefits. Many of the cost problems have developed as 
health insurance has become attractive to families at all 
income levels; its original appeal was to persons with small 


a C. Rufus Rorem, “What Hospitals Can Do About Rising Cost,"’ Hospitals, March 
1, 1957, p. 36. 
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incomes who found it difficult to budget for medical emer- 
gencies. 


Commercial insurance companies, and the Blue Shield in 
some areas, are attempting to meet the demand for insur- 
ance to protect against long-term and -other major illness 
by introducing the principles of deduction and co-insurance. 
Those features are embodied in “major medical expense” 
policies under which the insured pays initial costs of an 
illness (up to at least $100) after which the insurer pays 
a big share (often 75 or 80 per cent) of the remaining 
costs up to a maximum sum in the thousands of dollars. 


Such insurance -is usually recommended as a supplement 
to basie policies covering short-term hospitalization, sur- 
vical fees, and allied benefits. The deduction feature re- 
cently has been adopted in some basic insurance plans, the 
insured paying the initial. $50 and receiving compensation 
for the remainder of the expenses. This brings premium 
costs down but raises the question of whether such insur- 
ance adequately meets the basic objective of prepayment. 


The current trend toward more diverse benefits in health 
insurance includes benefits for medical services received 
outside of hospitals. Proponents of comprehensive medica! 
insurance believe this development will- reduce total costs 
of medical care in the long run by removing ‘present incen- 
tives for hospitalization. -A study of hospital admissions 
by the Health Insurance Plan of Greater New York (which 
vives subseribers comprehensive benefits) showed last 
March that admission rates were substantially lower for 
eroups with broad medical coverage than. for groups who 
medical bills were covered only for in-hospital servic 
77.4 per 1,000 persons for the .first group and 95.8 per 
1.000 for the second group.2* Another possibility for re 
ducing costs by reducing hospital occupancy is extension 
of insuranee coverage to include care in convalescent cr 
nursing. homes and to include nurses’ services away from 
hospitals. 


““'The medical societies generally oppose insurance to cover the cost of services i: 
doctors’ offices. The Michigan Médical Society,. after making a’ protracted study of 
medical . insurance problems, recently endorsed extensive benefits for hospitalized 
patients but for out-of-hospital services proposed “‘a ‘degree of [patient] financial 
participation and responsibility for medical fees in addition’ to his premium.” 

Journal of Michigan State Medical Society, Noyember 1957. 
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